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(4) Examples. This paragraph (c) can 
be illustrated by the following exam-
ples:

Example (1). Corporations P and S con-
stitute an affiliated group which files a con-
solidated return on a calendar year basis for 
1984 and 1985. P owns all of S’s stock and two 
individuals own all of P’s stock. Neither 
member of the group is a personal holding 
company for 1984. Assume that on December 
15, 1984, S pays a dividend (as defined in sec-
tion 316 (a)) of $2,000 to P, and P pays a divi-
dend (as so defined) of $3,000 on January 15, 
1985, to its individual shareholders. All divi-
dends are paid in cash and are pro rata with 
no preference as to any shares or class of 
stock. For purposes of this paragraph (c), the 
consolidated dividends paid deduction for 
1984 is $3,000, i.e., the dividend paid on Janu-
ary 15, 1985, by P to its nonmember share-
holders. See section 563 (a). The $2,000 divi-
dend paid by S to P is not taken into account 
in computing the consolidated dividends paid 
deduction.

Example (2) [Reserved]

(d) Consolidated accumulated earnings 
credit. [Reserved] 

[T.D. 7937, 49 FR 3462, Jan. 27, 1984, as amend-
ed by T.D. 8560, 59 FR 41674, Aug. 15, 1994; 
T.D. 8677, 61 FR 33324, June 27, 1996; T.D. 8560, 
62 FR 12098, Mar. 14, 1997; T.D. 8823, 64 FR 
36100, July 2, 1999]

§ 1.1502–44 Percentage depletion for 
independent producers and royalty 
owners. 

(a) In general. The sum of the per-
centage depletion deductions for the 
taxable year for all oil or gas property 
owned by all members, plus any 
carryovers under section 613A(d)(1) or 
paragraph (d) of this section from a 
prior taxable year, may not exceed 65 
percent of the group’s adjusted consoli-
dated taxable income (under paragraph 
(b) of this section) for the consolidated 
return year. 

(b) Adjusted consolidated taxable in-
come. For purposes of this section, ad-
justed consolidated taxable income is 
an amount (not less than zero) equal to 
the group’s consolidated taxable in-
come determined without: 

(1) Any depletion with respect to an 
oil or gas property (other than a gas 
property with respect to which the de-
pletion allowance for all production is 
determined pursuant to section 
613A(b)) for which percentage depletion 
would exceed cost depletion in the ab-
sence of the depletable quantity limi-

tations contained in section 613A(c) (1) 
and (6) and the consolidated taxable in-
come limitation contained in para-
graph (a) of this section. 

(2) Any consolidated net operating 
loss carryback to the consolidated re-
turn year under §§ 1.1502–21 or 1.1502-21A 
(as appropriate) and 

(3) Any consolidated net capital loss 
carryback to the consolidated return 
year under § § 1.1502–22 or 1.1502-22A (as 
appropriate). 

(c) Allocation to oil and gas properties. 
The maximum amount allowable as a 
deduction under section 613A(c), after 
the application of paragraph (a) of this 
section, is allocated to properties held 
by members in accordance with the 
regulations under section 613A(d). 
Those regulations provide for an initial 
allocation and possible reallocation of 
the maximum allowable percentage de-
pletion deduction among oil and gas 
properties. Thus, if, after the initial al-
location, cost depletion exceeds the 
percentage depletion that would be al-
lowable for a particular oil or gas prop-
erty, cost depletion must be used for 
that property and the maximum 
amount of percentage depletion allow-
able as a deduction for the group is re-
allocated among only the remaining 
properties held by all members. 

(d) Carryover for disallowed amounts. 
(1) If any amount is disallowed as a de-
duction for the taxable year by reason 
of section 613A(d)(1) or paragraph (a) of 
this section, the disallowed amount for 
each oil or gas property is treated as 
an amount allowed as a deduction 
under section 613A(c), for the following 
taxable year for the member that 
owned the property, in accordance with 
the regulations under section 613A and 
paragraphs (a) and (d)(2) of this sec-
tion. 

(2) Any amount that was disallowed 
as a deduction in a separate return lim-
itation year of a member may be car-
ried to a consolidated return year only 
to the extent that 65 percent of the ex-
cess determined under paragraph (d)(3) 
of this section exceeds the sum of the 
otherwise allowable percentage deple-
tion deductions for the member’s oil 
and gas properties for the year. 

(3) The excess determined in this sub-
paragraph (3) for a member is the ex-
cess, if any, of adjusted consolidated
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taxable income for the year under 
paragraph (b) of this section over that 
income recomputed by excluding the 
items of income and deductions of the 
member. 

(e) Effective date. This section applies 
to taxable years for which the due date 
(without extensions) for filing returns 
is after September 30, 1980. 

[T.D. 7725, 45 FR 65561, Oct. 3, 1980, as amend-
ed by T.D. 8677, 61 FR 33324, June 27, 1996; 
T.D. 8823, 64 FR 36100, July 2, 1999]

§ 1.1502–47 Consolidated returns by 
life- nonlife groups. 

(a) Scope—(1) In general. Under sec-
tion 1504(b)(2), insurance companies 
that are taxed under section 802 or 821 
(relating respectively to life insurance 
companies and to certain mutual insur-
ance companies) are not treated as in-
cludible corporations for purposes of 
determining under section 1504(a) the 
existence of an affiliated group and the 
composition of its membership. Sec-
tion 1504(c)(2) provides an election 
whereby certain life insurance compa-
nies and mutual insurance companies 
may be treated as includible corpora-
tions, and thus members, of a group 
composed of other includible corpora-
tions. This section provides regulations 
for the making of this election and for 
the determination of an electing 
group’s composition and its consoli-
dated tax liability. 

(2) General method of consolidation—(i) 
Subgroup method. The regulations adopt 
a subgroup method to determine con-
solidated taxable income. One subgroup 
is the group’s nonlife companies (in-
cluding those taxable under section 
821). The other subgroup is the group’s 
life insurance companies. Initially, the 
nonlife subgroup computes nonlife con-
solidated taxable income and the life 
subgroup computes consolidated par-
tial life insurance company taxable in-
come. A subgroup’s income may in ef-
fect be reduced by a loss of the other 
subgroup. The life subgroup losses con-
sist of consolidated loss from oper-
ations and life consolidated net capital 
loss. The nonlife subgroup losses con-
sist of nonlife consolidated net oper-
ating loss and nonlife consolidated net 
capital loss. Consolidated taxable in-
come is therefore defined in pertinent 
part as the sum of nonlife consolidated 

taxable income and consolidated par-
tial life insurance company taxable in-
come reduced by life subgroup losses or 
nonlife subgroup losses. 

(ii) Subgroup loss. A subgroup loss 
does not actually affect the computa-
tion of nonlife consolidated taxable in-
come or consolidated partial life insur-
ance company taxable income. It mere-
ly constitutes a bottom-line adjust-
ment in reaching consolidated taxable 
income. Furthermore, one subgroup’s 
loss must first be carried back against 
income of the same subgroup before it 
may be used as a setoff against the sec-
ond subgroup income in the taxable 
year the loss arose. (See section 
1503(c)(1)). The carryback of the losses 
from one subgroup may not be used to 
offset income of the other subgroup in 
the year to which the loss is to be car-
ried. This carryback of the first sub-
group’s loss may ‘‘bump’’ the second 
subgroup’s loss that in effect pre-
viously reduced the income of the first 
subgroup. The second subgroup’s loss 
that is bumped in appropriate cases 
may in effect reduce a succeeding 
year’s income of the second or first 
subgroup. This approach gives the 
group the tax savings of the use of 
losses but the bumping rule assures 
that insofar as possible life deductions 
will be matched against life income 
and nonlife deductions against nonlife 
income. 

(iii) Carryover of subgroup loss. A sub-
group’s loss may be used in a suc-
ceeding year, but in any particular suc-
ceeding year the loss must be used to 
reduce the income of the same sub-
group before it may be used as a setoff 
against the other subgroup’s income. 

(3) Authority. This section is pre-
scribed under the authority of sections 
1502, 1503(c), 1504(c)(2), and 7805(b). 

(4) Other provisions. The provisions of 
§§ 1.1502–1 through 1.1502–80 apply unless 
this section provides otherwise. Fur-
ther, unless otherwise indicated in this 
section, a term used in this section has 
the same meaning as in sections 801–
844. 

(b) Effective date. This section is ef-
fective for taxable years for which the 
due date (without extensions) for filing 
returns is after March 14, 1983. 

(c) Cross references. The following 
table provides cross references for
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